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Dear Applicant:
Ve have considared your apnlication for recopnition or stion
from federal incowe tax inder section 501 (c)(3) of the Inte. Revenne

Code.

Your stated purposes as set out {n wour Articles of Incorporat.ion
are to arrange for the delivery of heslth care services through independent
emtracts with phrysicisns, hospitals amd other health care providers, to
enrollees in, or henaficiaries of, preferred provider health insurance
arranssments, health maintenance arpanizations, snd other alternative
delivery system arrangements and to engree In other accivities which are
necessary or heneficial in the delivery of baalth services under such
health insursnce arrangements health maintenance organization or other
altemative delivery system arrangement,

Your articles provided that the corporation shall have twe classes of
merhers designate "Practitioner Mambern" and Hogpital Member. "the
Practitioner Members shall elecr five directora and the Hospital !fember
shall eppoint five Urectors.

Yory advise that [l o I s & preferved provider
organization vhich arranges for delivery of services to enrollees at dis-
coanted ractes, You enroll physiclim mrmhers W aomtractine with then to
provide wedical servicss at fixed rates as established bv the corﬁmtion.

‘You further state that you promote the use of the facilities at

(the bospital member) by contrecting with the hospital
and the participating physicians to provide sevvices at discounted rates
to varicus membar swif-funded insurance plaas. Howerer, partieipating
physicians are nor inder exclusive agreements to provide sarvices throuph
- The physicians mav participate in other
Preferred Provider Orawnizatimms, Health Mainterance Oreanizations, and
other alternatiwve deliverv systens.

Fach participating physician shali renvler sppropriate services ae
properly requested uder any alternative delivery system you have comtracted
with and participating phvsicisma will look solev tu you for campensation.

Section 501(e)(3) of the Cole proside: for the excmption from federal
income tax of orzanizatlions organized aixl unerated exciusively fov
charitable or edncational purposes, nc nart of the net eaminps of which
irures to the henefit of any private saureholder or imdividual.
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Sectic 1,51 n)(DN=1(a) af the nenae Tax lapnlarions orovides that
an orsanization =ust be both oreanized and operatad exclusivele for ons
or mora of the pwposes specifisd in gection YY) () of the fode.

Section 1.501(e)(3)~1(H) of the regulations provides that an
orzanization is ovpanized exclusivelv for cxept pinrposes onlv if ite
articles of organization: (a) limit the purposes fo exampt purpoges; and
(h) do not exp.essly enpower the oroanization ro emeass in activities
vhich in the are not in furtheruance of axewpt pnrposes.

Saction 1,501(e) ()-1(c) (1) of the reoulations provides that an
orpanization will he rerarded as "operated exclusivelv" for cne or wore
exempt purposes oaly if it ensases primarily in activities vhich arcorplish
one or rore swch exempt purposes apecified in section 301(c)(3) of the
Code, An orpanization will not be wo repardes i¥ siore that an insubstantial
part of its activities is not in furtherance of arn exempt purpose,

Saection 1.501(e) (3}=1{( (1i) of e regvlations provides that an
organization is not orgenized or operared exclusively for one or more
exfmpt purpose unless it sarves a public rather than a private interest.
Thus, to meet the requirements of this gubdivision, it is necessary for
an orpanization to establish thsat it is not organized or operated for the
benefit of private Interests sich as desiepated individuals, -he crestors,
shareholders of the organization, or persone controll ine, divectly v
indirectly, bw such private interests.

Sectiam 1.501(0) (N=-1(c) (1) of the repnlations provides vhat an
orua. . zation is not axempt under rection 5t (e)(3) of the Cnde if its
primesy pwpose end activity 1s the carrvine on of imrelated trade or
tuainess as defined in section 513.

Revenie Nlipe 5a=305, 175400 €7, 127, doarriben on orsesdoarion
whose primary purpese is the ozevetion and maintenance of a purchasing
agency for the banelit of ite otherwvise mmrelated menbers who are axenpt
as charixtable orpanizations. The rulings held rhat: the orpanizations A1d
not qualify under secticn 101(c) of the Code (predecessor in S01(e) (3)),
however, its activities consiated primarilv of the purchase of supplies
and the performmee of other relaltesd servvices, This miling stated that
such activities $n themselvas camot bhe tevied charitable, but are ordinuy
husiness activities,

Reverue Ruling A9-978, 19AG-2 G, B, 127, describes s orpanization
formed to provide investment services on a fee hasis only to ormanizations
exerpt inder section 501(c) (3) of the fude. 'the orgenization invested
finds received from participating tax-exempt orpanizationa. They ware
free from the control of tha participants and had ahsobite @i umeontrolled
diseretion over investment policies, The ruline bolds that the oreanization
did not qualifv under section S01(e) (V) of rhe Code and stated that providing
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irwestment serviaces on a reolar hasis for a fee is a trade or triginess
ordinarily carried o for che profit.

Faverwe Rnling 75-536, 1975-2 C.R, 197, desevibes an organization
formed tc provide investwment services on a fee hasis only to orgsnizations
exempt mder sectiom 501(c)(3) of the fode. The organization imrested
fimda received from participatine tax-mempt arpgmizatiionz. They were
free from the control of the participants and had absolute and tmcon-
trolled did not qualify under section 501 (c)}(3) of the Code and stated
that fproviding investment gervices on a repular basis for a fee 13 n
trade or business ordinarily carried on for the profit. The orpenization 1s
not operated primarily for the promtion of social welfare,

Revenue Ruling 72-3h9, 1972-2 C.B. 245, describes an orgsnization
formed to provide mansperial and consulting services at cost to wnrelated
exempt oreacizations. The ruling held that the orecmizations dld not
quali fy for axemption wnder section S01(e)€3) of the Code. The miling
states that “an organization 18 not exompt merely hecause its operatiens
ars nct condusted for the purposen of producivg a profir,..providing
managerial and corsulting services of a regular basis for a fee 15 a
trade or tusiness ordinarily carried on for profit.”

In B.Su¥W. Group, Inc. ve Commissioner, 70 T.C. 353 (1978), the court
concluded that an orparization vhose sole activity coneisting of offering
consulting services fav a fee set at or close to cest to nonprofit,
limited resource orpavizations, does not quality for exemption under sec-
tion 501(e)(3) of the Cnde. The organization entered into consuliant-
ratainer relationships with flve or six limited resources groups involved
in the fields of health, houcing, voecational skills and cooperative ranage-
ment,  The orpanization's financing doesr mot: resemble that of the typinsal
section 501(e)(3) organization. Thev had not olicited, nor received,
any voluntary contriborizne from the public.

In Consuner—l"arme: Milk Cooperative, Inc. v. Comulssioner of Intexrnal
Revere, A& F. 2d 648, (1950) the Court danied ezxemption under the pre-
uecessor to sectiu: 501(e) of the Code Ycauss the organization's muposee
is primarily to benefit its members eccnmtr:s] 1y and onlv 1ncidmtallv
to further larper mblic welfare.

In Retter Business Bureau v, J,%., 326 11,8. 279 (194%) the Supreme
Court determines that while some activities of the organiation under
consfderation wore educutiunal, e stbstantial purpose of he organization
‘Qs]toirréiwmte sinese, xnd thus the organization was noli: oparating
exclusively for educational mrposes, BEST AVAILABLE
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In Peverme Faling A0=545 ) 105022 6.8, 117, e Sorvice recownimad
an exampt 2 hosploal providinge health care to the cormpity becanse, in
foine ga, the areaniz vl waes peopoting healnh,

Yoirr statod omcposes, as set oor in srticle TLT of your Artielss of
Incorporation are ovarlv bmad and excerd the scope of aention SN (e) (3)
of the Code. Accordinaly, you have fajled to demonatrate that vou meet
tho areanizarionsl tear vnrler section S91{c) (1),

Alclhenigh some of g sivitias mav contrifute Indirectly to rhe
achievermenr, nf purposes described in seerion SO1(e)(R) of the Cole, thelr
oversll thrust is to provote business and prevail interesy rather than Lo
aceaplish evclusively exempt ohijecte.

Your primary activity of providing a pool of rhysicians to health
care plan svbscribom and covpensating such partieipating physiecians at a
nevoriated fee 1x esgentially rhe aperation of a billine and collectine
Service Wainese with the public in 3 mauper simillar Lo oreanization
which are conducted for profit such as those describes inthe cases clted
abovn.  See sectims 1.501(eY (D=1(a) znd 1.5901(n) (B =1(a) oF the
resulations.

Yo are easencially a aairrval, self-interest tvoe of oreanzintion,
You negotiate for rediced fees Iy drder to provide direct economic henefir
to vour mbscribers (participarineg amplovee menbers) snd sponsoring
empleyeca.  Any benefit vo the Yarver comunity is minor mnd ineidental
to the economic beuetits of vour participating esrlovess and emplovers.
Since vou are limiting yoirr hemefits primariiv to subscribing anplowees
and emplovers and bhemefirire the comamity as g whole insuhatantially oo
have failed to demgnstrate tnat vos are operate:d snbstantiallv in

furtho~ance of miblic purposes.

Accordingly, sfree wu ave niether organized nor gperated exclusively
for exempt ptwposes, you de not qualify ror esaption wder esetdon
C501(e) (3) of the Code, Therefore, von axa required tu file federal {ncrme
tax retwme. Coatrilutions Lo vou are rot deductible to donors inder
gection 170, 2005, 7106, and 2552,

You have the richt to prorest our ruline in vevard te vour private
famdation statuas if you belisse that it {s incorrect. To protest, you
ghould subnit # gteranens of your ews, with 3 fll explanation of vour
reasoning. T8 sraterent mist be subnitted within 30 days of the date
of this letter and mst be sizned by one of yoor officers., Yo also have
a right to a conference in this office after vour statement is submitted.
If you want a conference, v mugt request it when you file your protest
statement, If you are to be repregented by zomeone who is not one of
vom{ officars, he/sho mist file a propner power of attornev and otherwise

11 fv under our Conferen Prao y § e .
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If vou do pot: proteat this rropoged ridine in a tiwelv mamer, it

will be considered by the Internal Reverne Service as a failwre to axhausgt:
allable administrarive romedies, Section 7428(b) (2) of rhe Code provides,
in part, that a declaratory iwlement or decres wnder this section shall not
be issued in amy proceeding unlese the Tax Court, the Claime fourt, or the
District Cowrt of the inited States for the Diatrlet of “»lurbia determines
that the cresaization irvolved Las exnausted atrinietraciva renadies avail-
able to it within the Internal Revemue Service.

1% wu direct further enrresporvience ro us concerning this matter,
please include the following symbols on the emmlope as part of aur
address: INNNNEEEEEEEEE. Thesc syvhols do not refer to vour case
bv rather to its locztion.

If we do not hear from vou witrin 30 davs, this ruling will become
final and copies will pe forvarded to vorr key Distriet Director. Thereafter,
1€ you have any questions ahout vonr feneral income tax statns, Inclurding
questions concerning reporting requirements, please coniact vour kev
Bistrict NMrector.

Sincerelv wours,

iz N

]
thief, Fyenpt Creanczations
Rulines Branch
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